RTO West
Pricing Proposal

A. Executive Summary.

This paper describes the RTO West Pricing Proposd for the recovery of the fixed costs of
the RTO West Transmission System.? The other components of Transmission Service? under the
RTO Wes Tariff—Congestion Management and Ancillary Services—are covered in separate
papers.® Thefiling utilities currently provide transmission service under Pre-Exising
Transmisson Agreements And Obligations to alarge number of parties who will not be
Participating Transmisson Owners (“PTOs’). These Pre-Exiging Transmisson Agreements
And Obligations cannot be unilateraly terminated by the filing utilities. The Pricing Proposa
provides for voluntary conversion of dl Pre-Exiding Transmisson Agreements And Obligations
or honoring those agreements and obligations if a PTO’ s pre-existing customer chooses not to
convert to RTO West Transmission Service.

Section B of this paper describes the development process and design objectives used by
the filing utilities to produce the Pricing Proposd. Section B aso provides terminology used to
describe the RTO West Transmission Services and explains the changesin contractua
relationships that will occur when Pre-Exiding Transmisson Agreements are voluntarily
converted to RTO West Transmission Service.  Section C describes the two basic Transmisson
Services to be offered by RTO West: (1) Transmission Use Service and (2) Non-Converted
Transmission Service. Section D isadescription of the charges gpplicable to these services.

A1l Transmisson Use Savice

Transmisson Use Service will gpply to RTO West Transmission Customers taking new
service or taking service derived from converson of Pre-Exigting Transmisson Agreements And
Obligations. For the payment of charges that recover the fixed costs of the system, this service
alows the customer the right to schedule use of the RTO West Transmisson System without
additiona charges for fixed cost recovery, from any point on the RTO West Transmisson
Sygstem to any point within the RTO West Transmisson System, including interna
interconnections. To schedule movement of energy out of RTO Wes, i.e., withdrawas at
externa points of interconnection, External Interface Accessisrequired. Externd Interface
Access may be purchased from RTO West by paying an Externd Interface Access Fee or by
converting a Pre-Exigting Tranamission Agreement, which has access rights to externd

! Capitalized terms not defined within this paper have the meaning assigned to them in the RTO
West Transmission Operating Agreement.

2 Asused in this paper, “ Transmission Service(s)” means the set of service and service options
provided by RTO West under a FERC-approved tariff.

® Attachment F, RTO West Congestion Management Proposal, and Attachment G, RTO West
Ancillary Services Modd.
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interconnections, and paying a Trandfer Charge. All RTO West Transmisson Customerswill be
responsible for Ancillary services, losses* and congestion costs whether for deliveries within
RTO West or for deliveriesto Externa Interface Points. Congestion hedges for both internd and
externd deliveries may be obtained through RTO West auctions of Financia Transmission
Options (“FTOS") or by converting Pre-Existing Transmission Agreements And Obligations®

To avoid cogt shifting during the Company Rate Period, RTO West Transmisson
Cugtomers will continue to pay their share of the RTO West Transmission System cost used to
supply their loads within RTO West. If a Pre-Existing Transmisson Agreement And Obligetion
that is required to serve load within the RTO West Transmission System (subject to the
conditions described in Exhibit | of the Transmission Operating Agreement) expires during the
Company Rate Period, the contract will be rolled over for the remainder of the Company Rate
Period with a charge consstent with the rate for PTO’s Open Access Transmission Taniff service
obligations. The revenues from thisrolled-over service will continue to flow to the PTO to
replace the revenues of the expired contract.

A.2  Non-Converted Transmisson Savice.

NonConverted Transmission Service will be taken only by PTOsfor the purpose of
honoring Pre- Existing Transmission Agreements And Obligations that are not converted to RTO
West Transmission Use Service. A pre-existing customer of a PTO, that chooses not to convert,
will see no change in its sarvice; it will schedule use of the system with the PTO and pay for the
services rendered under its pre-existing agreement or obligation. The PTO in turn will use Non
Converted Transmisson Service, acting as a Scheduling Coordinator for its nonconverted Pre-
Exiging Transmisson Agreements And Obligations.

The PTO receives theright to schedule from and to points in the RTO West Transmission
System in accordance with the Pre- Exigting Transmisson Agreements and Obligations. The
PTO may not use Non-Converted Transmisson Service to offer any additiona servicetoits pre-
existing customers beyond that provided for in the Pre- Exiging Transmisson Agreements And
Obligations. Loads serviced by the PTO using Non-Converted Transmission Service will pay
the equivdent of the Company Rate or Transfer Charge in their retall rates, wholesde
requirements rates, or pre-existing contractsrates. The PTO will be responsble for Ancillary
Services, losses, and congestion cost.  RTO West and the PTO will catalogue Pre-Exiging
Transmisson Agreements And Obligations to identify the set of Catdogued Transmisson Rights
associated with those rights.

* Lossrecovery for RTO West is described in Section D.2.

® Converting customers  options for converting the inherent congestion hedge of its Pre-Existing
Transmission Agreements And Obligations to an RTO West congestion hedge as described in
Attachment F, Congestions Management Proposal, Sections C.3.g and C.4.
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B. Developingthe RTO West Pricing M odel

Deveoping aworkable pricing mode for the recovery of system fixed costs for RTO
West has been asgnificant chalenge, i.e., moving from older modes of transmission pricing to
those required for RTO West. Higtoricaly, the rates for transmisson service were based on the
average embedded costs of each individua system—an annud revenue requirement divided by
some measure of peak |oad served, often an average of 12 coincident pesks (“12 CP’). The
sarvice was provided by averticdly integrated utility as an incrementa service secondary to its
load service obligations for delivery of bundled energy sdesto retail or wholesale requirements
customers. Any congestion cost encountered in providing transmission service for its own needs
and for separate transmission service to others was interndized by the service provider.

A change in philosophy occurred when the Federal Energy Regulatory Commission
(“FERC”) issued Orders 888 and 889 in 1996. The god of this shift wasto build an
infrastructure to support a competitive wholesale market. Owners of transmission systems were
required to provide service to others that was comparable with their own use of their systems.
Open Access Transmission Tariffs were put in place, explicit charges for use by affiliated
merchants were required, and standards of conduct were put in place to effect functiond
Separation of transmisson operations from the other activities of verticaly integrated utilities.

Y et even with these reforms, the basic premise of transmission pricing remained unchanged.
Congedtion cost was il not explicitly identified for most service rendered, and the system of
embedded cost pricing was maintained.

The need for transmission pricing reform to accompany open access has long been
recognized. However, the incrementa steps taken in Order 888 did not require such reforms.
With the issuance of Order 2000, FERC concluded that independent operation of the
transmission system was necessary for open access and cdled for the formation of Regiona
Transmisson Organizations (RTOs) to operate the transmisson facilities of alarge region asa
sngle sysem. FERC aso concluded that such RTOs should provide the mechanism for
implementing the needed pricing reforms. Two interrelated reforms were identified: (1) the
elimination of pancaked transmission rates to reduce trade barriers to movement of energy across
the combined systems forming an RTO and (2) a congestion management system that would
provide for explicit identification of congestion cost based on margind pricing mechanisms. For
these reforms to work properly, it is necessary to dter the method for recovering the fixed costs
of the trangmission system.

B.1  Proposa Development History.

Developing the RTO West Pricing Proposal took place in two stages. The Stage 1 work,
included in the RTO We4t filing made on October 23, 2000, used a load- based access fee called
the “Company Rate’ and a system of trandfer payments among filing utilities. Unlike many
RTO and ISO filings approved by FERC the proposa did not contain a volumetric charge for
exports and through whedling. The Stage 1 proposa used transfer payments among the filing
utilities to recover revenues that would be eliminated under a de-pancaked RTO West Tariff, i.e,
charges for long-term, short-term, and nonfirm transmission service among the filing utilities
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Since the trandfer payments would occur only between the filing utilities, some shortfdl of totd
revenue was expected due to the eimination of revenue from short-term and nonfirm

transmi gs on sarvice purchased under current company tariffs by parties thet are not filing
utilities

The Stage 1 Pricing Proposal maintained the system of Company Rates and transfer
payments over the Company Rate Period, which begins with the commencement of
Transmisson Service by RTO West and runsfor eight years. After that date, RTO West would
determine whether to keep the initia rate design in place or adopt anew rate design. This period
of sability in the collection of fixed costs reduces cost uncertainty during RTO West'sinitid
period of operation while market participants gain experience with RTO West' s congestion
management system and Ancillary Service markets. In the collaborative process, those
stakeholders that are load-serving entities have made it clear that this period of gability in the
rate design is very important. The Company Rate Period isretained in the Stage 2 Pricing
Proposal.

During Stage 2, new data was collected for the embedded cogts, pesk loads, and
transmission revenues of the filing utilities for 2000. This updated data showed that short-term
and nonfirm revenues had increased substantialy over 1999. In 2000, these revenues
represented 18 percent of the filing utilities total revenue requirements for Tranamission
Facilities. These short-term and nonfirm revenues vary congiderably from year to year,
depending upon water conditions, market prices, and wegather, so tying highly variable short-term
revenues to afixed long-term payment was a poor maich of cost responsbility and actud year-
to-year usage. For these reasons, thefiling utilities concluded that the Stage 1 Pricing Proposal
was no longer workable.

B.2  Proposd Design Objectives.

In developing the current Stage 2 Pricing Proposd, the filing utilitiesidentified a set of
design objectives to be met by an acceptable proposal. These objectives (described below)
represent desired feetures, but they aso contain inherent conflict that require trade-offsin
practice. During both Stage 1 and Stage 2, the filing utilities have used the RTO West
collaborative process as a sounding board for various pricing aternatives to balance these
objectives. Thefiling utilities believe their current proposal represents a workable gpproach that
balances competing objectives and interests and will recover the fixed cogts of the tranamission
system in an equitable manner without impeding the operation of the congestion management
sysem.

® Thisisasimplified description of the Stage 1 Pricing Proposal that included several featuresto
minimize this shortfal by using some transmission right auction revenues and uplifting some of the lost
revenue.
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B.2.a Objective Number 1—Avoid Price Increases and Cogt Shifts.

The formation of RTO West depends upon voluntary action by thefiling utilities. For the
RTO Wes Transmission System to provide service within its full geographic scope, the
proposed transmisson system of the Bonneville Power Adminigration (Bonneville) and the
systems of the investor-owned systems in the Pacific Northwest must beincluded. Thefiling, of
which this pricing proposd is a part, contemplates the future inclusion of the interconnected
system of British Columbia Hydro and Power Authority in Canada. The sysemsin Alberta may
possibly be included in the future aswell.  The need to avoid substantia price increases and cost
shiftsamong the utilities is akey to such voluntary formation. Each filing utility faces a number
of gpprovd hurdles before it can commit its systems to RTO West. Theinvestor-owned utilities
need approva of State commissons. The Canadian utilities must have gpprovd of their
provincid authorities. The Bonneville Adminidrator must satisfy himsdlf thet the interests of
federa policy and Bonneville' s customers are met. The Northwest congressiona delegetion is
vitaly concerned with questions rdlating to benefits and costs of RTO West, including potentia
cog shifts. The avoidance of substantid cost shifts among partiesis acriticad component of such
approvals.

When RTO West isformed, a new tariff will be put in place for dl service provided from
the RTO West Transmisson System. If asmple averaging of costs were used as the basis for
collecting fixed costs, there would be a very large increase in prices for some of the Company
Loads. Six of the ninefiling utilities Company Loads would experience cost increases because
the rates of the individud filing utilities differ greaily. Since the Pacific Northwest isaregionin
which power costs are low, large increases in transmission cost trardate into much larger
percentage increases in total power cost than would occur in higher-cost areas dominated by
thermal-dectric generation.

The gpproach to this problem in other regions has been to use what have been called
“license plate’ rates at the outset, i.e., charging aload-based access fee, which is equivdent to
the historic cogt of transmission service under previous tariffs and contracts, plus a charge to
recover the cogts of the RTO. Some proposed RTOs have modified this basic approach to
mitigate cost shifts. The RTO West Pricing Proposd is such avariant, designed to keep charges
for each group of customers approximately the same before and after RTO West formation.

B.2.b Objective Number 2—Eliminate Rate Pancaking.

Theimplementation of the seemingly smple “license plate” dtrategy for load-based
access feesis complicated for RTO West by the fact that filing utilities provide avery large
amount of transmisson service to each other and to other parties. There has been an active
wholesale energy market in the West as far back as the 1970s after the Pacific Intertie” was
completed. In the past 10 years the number of participants in that market has grown

" The Pacific Intertie is made up of three sets of facilities: (1) two 500-kV AC lines completed in
1967 to interconnect Washington and Oregon with Cdifornia, (2) a + 500-kV DC line added in 1970, and
(3) a500-kV AC line energized in 1993.
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consderably. With the issuance of Order 888, the ffiliated merchant activities of thefiling
utilities were also required to pay for transmisson service to meet the comparability
requirements of the Open Access Transmisson Tariffs. Market participants have adopted
different srategies with regard to the use of the transmisson system. Some chose to use long-
term transmission service, while others relied upon short-term and nonfirm transmisson service.
The revenues from just the short-term services now condtitute 18 percent of the combined
revenue requirements of thefiling utilities. These charges are part of the rate pancakes FERC
wants diminated under Order 2000. However, if the revenues previoudy collected by such
charges were Smply eiminated, there would be a substantia price increase imposed upon the
loads of thefiling utilities

The Stage 2 Pricing Proposdl retains the concepts of a Company Rate and a Transfer
Charge for long-term transmission services to collect the mgority of the revenue requirements of
the filing utilities. However, the rest of the revenue requirement collection is derived from a
combination of sources—revenues from Externa Interface Access Fees, the surplus revenues
produced by the congestion management system, and, if necessary due to sustained
undercollection, a Backstop Recovery Mechanism. These sources form apool of revenuesto
replace the component of the revenue requirement historicaly derived from short-term and
nonfirm services (the Replacement Revenue Poal).

B.2.c Objective Number 3—Honoring Exigting Contracts.

Each of the filing utilities has transmisson service agreements with parties thet will not
become PTOs under RTO West. These Pre-Exiging Trangmisson Agreements cannot be
unilateraly terminated by the PTOs. Further, the parties to these Pre- Exigting Transmisson
Agreements have made it clear in the RTO West stakeholder process that they wish to retain
thelr current rights. Many remain openly skepticd of the benefits to them that would arise from
the formation of RTO West. There are dso Pre-Exiging Tranamisson Agreements among the
filing utilities that contain scheduling flexibility festures associated with the use of hydrodlectric
resources and with hydrotherma optimization through the forward market. It isvery difficult to
replicate this flexibility withfixed strips of point-to-point financid rights, especidly when no
history exigts for congestion management clearing prices. To avoid the risks associated with
immediate converson of Pre- Existing Transmission Agreements, the RTO West Pricing
Proposal honors Pre-Exiging Tranamisson Agreements And Obligations, dlowing the holders
of such rights to voluntarily convert contracts as they gain experience with the new congestion
management system. Conversion of Pre-Existing Transmisson Agreements offers these pre-
exiging transmission users access to al resourcesin the RTO West Transmisson System, the
ability to schedule directly with any RTO West Customer, and resdable transmisson rights (i.e.,
FTOs) for rights that in many cases were not transferable to another party before RTO West
formation.

B.2.d Objective Number 4—Recover a Fixed Cost Contribution From All Users.

All users of the tranamission system benefit from investments in long-lived facilities
made over many years —the tranamission lines and substations that congtitute the interconnected

Page6 RTO WEST PRICING PROPOSAL
ATTACHMENT E1
RTO WEST STAGE 2 FILING —RT01-35



system. Whenever aparty moves energy over the RTO West Transmisson System, it will bea
beneficiary of these accumulated investments. The filing utilities believe that as a matter of
equity, al uses—retall service, wholesa e requirements service, marketing, exports, etc.—should
make a contribution to the coverage of the fixed costs. This contribution may bein direct
payments® or indirectly through surpluses generated by the congestion management system.®

B.2.e Objective Number 5—Minimize Use of Volumetric Rates.

With the adoption of a congestion management system based on an “ accept dl
schedules’ nodal-pricing model, RTO West will permit economic trades to occur whenever the
vaue of thetrade is greater than or equd to the redispatch cost required to accommodate that
transaction. Whenever volumetric charges are added to each transaction, the potentia exists for
discouraging some otherwise economic trades. Thefiling utilities have therefore attempted to
minimize the use of volumetric rates; however, for practica reasons the Stage 2 Pricing Proposa
contains two volumetric components—the Externd Interface Access Fee and the Grid
Management Charge that recovers the operating cost of RTO West.

Since dl parties benefit from the formation of RTO West and dll its activities, it was
deemed appropriate to collect the Grid Management Charge from dl MWs scheduled with RTO
Weg, digning cost with benefit. The effect on trading efficiency will be small; the Grid
Management Charge is estimated to be on the order of $.50/MWh, less than the $/MWh level
traditionaly consdered to be the threshold from measurable effects in FERC tariff filings.

The utilities in the Northwest Power Pool are net energy exporters to other areas of the
West. Theimporting regions benefit from the use of the RTO West system to make energy
deliveries, often on anonfirm or short-term basis. It is estimated that haf of the short-term
revenues currently collected are related to system exports. Thefiling utilities concluded that
forgoing these revenues would introduce a significant cost increase for RTO West's
Transmisson Customers. As atrangtion eement, an Externd Interface Access Fee has been
included in the Stage 2 Pricing Proposd. To minimize any uneconomic impacts resulting from
the External Interface Access Fee, provision has been made for RTO West to discount the rate.
The dimination of export chargesby al RTOswill further the Sngle Western market vision
developed in Western seams discussions.  Therefore, the long-term god of RTO West isto
eliminate the Externd Interface Access Fee using atransfer payment type of reciprocity
agreement with the other Western RTOs. Transfer payments among the RTOs in the Western

® The direct payments, discussed below, include access fees in Company Rates or Transfer
Charges, Grid Management Charges, External Interface Access Fees, and, if necessary, a backstop charge
to be developed by RTO West to compensate for sustained underrecovery of the Revenue Recovery
Target.

® The surpluses of the congestion management system are produced by adding the auction
revenues associated with the sale of FTOs and the net over/under collection produced in congestion
clearing activities.
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I nterconnection would replace the revenues lost when the Externd Interface Access Feeis
eiminated.

B.3 RTO Wes Transmisson Sarvice.

In traditiona firm transmission service, customers pay arate that makes a contribution to
fixed cost recovery in order to schedule atransaction with atransmission service provider, i.e.,
aninjection of power a one location that is withdrawn at another location. Usudly such a
transaction faces no additional charges related to any congestion cogts, even though the
transmission service provider may have to redispatch to a degree to provide the service. Under
Order 888, Open Access Transmission Tariffs, two services are offered: (1) a point-to-point type
of sarvice that has a contract demand with rights between specificdly identified points and (2) a
network type of service that alows flexibility in scheduling from a set of identified resources to
al cusomers load locations. The transmission service that RTO West will offer isa
combination of the features of these two services, i.e., anetwork access type of service that
separates the right to schedule from protection against congestion costs.

B.3.a Scheduling Rights and Externd Interface Access.

An RTO Wes Transmisson Customer will receive a service that dlows it to schedule the
injection of energy a any point on the RTO West Transmisson System and withdraw that
energy a any point within the RTO West Transmisson System, including at internd
interconnections. The loads receiving this service will pay for access to the system through a
combination of Company Rates and Transfer Charges as described below. When the scheduled
withdrawa point islocated at an externd interconnection of the RTO West Transmisson
System, an External Interface Access will be required.*°

Asused by RTO Wed, Injection Points and Withdrawa Points refer to locations on the
RTO West Controlled Transmission Fecilities where nodd prices will be calculated by the
congestion management system. Locations where energy isreceived or delivered are cdled
Points of Receipt and Points of Ddlivery; they will be aggregated to Injection and Withdrawa
Points for RTO West scheduling, operations, and congestion management.

Externd Interface Accessis obtained by payment of the Externa Interface Access Fee, or
it may be derived from a Pre- Exigting Transmisson Agreement that included rights to reach
points that are defined by RTO West as Externd Interface Points. In the latter case, the cost of
Externd Interface Access isimplicitly included in charges paid by the customer.** Externd

1% The requirement for External Interface Access applies to movement of energy to an Externd
Interface Point. Trades between parties at that point or schedules avay from that point, whether within
RTO West or to another system outside RTO West, will not be subject to an additional fixed-charge
recovery fee.

' The Externa Interface Access Fee will not apply to withdrawals scheduled by RTO West
Transmission Customers at internal interconnections. See discussion at Section C.2.b below for
additional detall.
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Interface Access may be resold to another RTO West Transmission Customer, if purchased from
RTO West or if resdleisin accordance with Pre-Exiging Transmisson Agreements. When
purchased at full price from RTO West, Externd Interface Accesswill be portable to any
External Interface Access Point. Externa Interface Access purchased at a discount can be
resold, but use will be limited to the Externd Interface Point and the time period to which the
discount applies. Externa Interface Access derived from Pre-Exiging Tranamisson Agreements
and Obligations will be redtricted to the Externd Interface Point provided in the origina
agreement or obligation. A list of Externd Interface Access Pointsis provided in Exhibit | of the
Transmisson Operating Agreement.

B.3.b Congegtion Hedges.

A congestion hedge protects an RTO West Transmission Customer from price volatility
associated with charges for transmission system congestion costs. RTO West will offer FTOs as
acongestion hedge.® FTOswill be offered in auctions conducted by RTO West and will be
tradable to encourage the formation of a secondary market in these rights.

B.3.c Contracts Expiring During the Company Rate Period.

To avoid cogt shifting during the Company Rate Period, RTO West Transmisson
Cusgtomers will continue to pay their share of the RTO West Transmission System cost used to
supply their loads within RTO West. If a Pre-Exigting Transmisson Agreement thet is required
to serve load within the RTO West Transmission System (subject to the conditions described in
Exhibit | of the Transmission Operating Agreement) expires during the Company Rate Period,
the contract will berolled over for the remainder of the Company Rate Period with a charge
consgtent with the rate for PTO’s Open Access Transmisson service obligations. The revenues
from thisrolled over service will continue to flow to the PTO to replace the revenues of the
expired contract.

B.4  Contractua Rdationshipsfor RTO Wes Transmisson Sarvice.

RTO West will offer two Transmission Services during the Company Reate Period:
(1) Transmisson Use Service and (2) Non-Converted Transmisson Service. Transmisson Use
Sarviceisasarvice open to dl Eligible Customers. NonConverted Transmisson Serviceis
available only to PTOsfor the purpose of meseting their Pre- Exidting Transmisson Agreements
And Obligations. The differencesin these two services and the contract conversion process are
shown in Fgures 1 and 2 below.

2 Under certain conditions, RTO West will also allow parties converting contracts to choose to
use Cataloged Transmission Rights (CTRs). See Attachment F, RTO West Congestion Management
Proposal, Section C.4.
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Figure 1 — PTO Taking Non-Converted Transmission
Service To Honor a Pre-Existing Transmission Agreement
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Figure 1 depicts the contractud relationships between RTO West, aPTO, and apre-RTO
West transmission customer of the PTO that has not converted its Pre- Exiding Tranamisson
Agreement to RTO West Transmission Service. The PTO and RTO West have entered into a
Transmisson Operating Agreement (TOA) that grants RTO West the right to control the
facilities owned by the PTO. In exchange, RTO West will provide Transmisson Service under
the RTO West Tariff with appropriate payments between the parties, as described in detail in
later sections of this paper. NonConverted Transmisson Serviceis used by the PTO to satisfy
its load-service obligations to retaill and wholesale customers (represented in Figure 1 as the
PTO's Merchant) and its obligations under Pre-Existing Tranamisson Agreements. From the
perspective of the Transmission Customer, the contract relationship is unadtered, athough the
PTO is now taking service from RTO West on behdf of its pre-exising customer.
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Figure 2 — Pre-Existing Transmission Agreement Converting to Transmission
Use Service and PTO Continuing with Non-Converted Transmission Service
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Figure 2 depicts the change in relationships that takes place when the Pre-Exising
Transmission Agreement represented in Figure 1 is converted and the PTO’ s transmission
customer becomes an RTO West Transmission Customer. The PTO continues to take Non
Converted Transmisson Service to meet its load-service obligations, but the PTO no longer
acquires Non-Converted Transmission Service on behdf of its former customer under the Pre-
Exiding Tranamisson Agreement. Ingtead, this customer now takes Transmission Use Service
directly from RTO West.

The congestion hedges and rate paid will depend on the features of the Pre-Exiging
Trangmission Agreement being converted. However, for an RTO West Tranamission Custome,
the RTO Wedt Taiff provisons will gpply for the Grid Management Charge, Ancillary Services,
losses, congestion management, etc., rather than the provisions of the pre-existing contract. The
Transmission Service charges paid by an RTO West Transmission Customer may include one or
more of the following components, each of which is discussed in detall in Section D of this

paper:

Page 11 RTO WEST PRICING PROPOSAL
ATTACHMENT E1
RTO WEST STAGE 2 FILING —RT01-35



1) Company Rate— The effective rate paid by a PTO for service to its native load (retail and
wholesde requirements customers) and the rate paid by customers with Pre- Exising
Transmisson Agreements for network-type service if they convert to Transmisson Use
Service.

2) Transfer Charges— A payment for service under a converted Pre- Exising Transmisson
Agreement that is based on the transmission service charges paid by aPTO's
transmission service customer under the Pre- Exidting Tranamisson Agreement.

3) Grid Management Charge — A $¥MWh charge assessed on al schedules that recovers
RTO West's adminigtrative and operating costs, including start-up and devel opment
costs.

4) External Interface Access Fee— A fee charged for External Interface Access that permits
the scheduling of energy to externd interconnections of RTO West.

5) Feesfrom Backstop Recovery Mechanism — A charge or charges to be developed by RTO
West if a sustained undercollection occurs because External Interface Access Fees and
the surplus from the congestion management system are insufficient to replace historica
revenues from the dimination of nonfirm and short-term charges from long-term
contracts that expire during the Company Rate Period.

C. RTO West Transmission Services— Customer Options.

C.1 Pre-Exiding Tranamisson Agreements with PTO Providers.

Asdiscussed in Section B.2.c above, the RTO West Pricing Proposal has been crafted to
permit pre-RTO West transmisson customers of PTOs to retain their Pre-Exigting Tranamisson
Agreements or voluntarily convert their agreementsto RTO West Transmisson Service. If the
pre-existing transmission customer retains its existing agreements, there is no change in price,
terms, and conditions except under the provisions of that agreement. No new services will be
provided by the PTO to this nonconverting customer, only those dready provided for in the Pre-
Exiging Transmisson Agreements. Under the Transmission Operating Agreement, RTO West
becomes the sole provider of Tranamisson Service from the facilities of the PTO. Any new
services to a nonconverting customer must therefore come from RTO West. The PTO obtains
services from RTO West necessary to honor its old contracts. The PTO will be billed under the
RTO Wes Tariff for the Grid Management Charge, Ancillary Services, losses, and any other
gpplicable charges. The PTO may attempt to recover these costs from pre-existing transmisson
customersif the pre-existing agreement dlows.

C.2 Trangmisson Use Sarvice

Transmisson Use Service is open to dl Eligible Customers of RTO West and covers both
new service and service based on the conversion to RTO West Transmission Service of Pre-
Exising Transmisson Agreements And Obligations. Each Transmisson Customer pays an
access rate that collects a contribution of the fixed cost of the RTO West Transmisson System.
All Trangmisson Customers will come under the generd provisons of the RTO West Taiff, i.e,
pay the Grid Management Charge, salf-supply Ancillary Services or purchase them from RTO
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West, and be subject to the loss-recovery mechaniam in the RTO West Taiff. The customer will
aso be billed for the congestion cost associated with the customer’ s injections and withdrawals
of energy from the RTO West Transmisson System. Customers may have or may obtain a
congestion hedge to protect themselves from the congestion cogt.

C.2.a Converson of Pre-Existing Transmisson Agreements And Obligations.

With the formation of RTO We4t, the pre-exigting tranamisson cusomers of each PTO
will be encouraged to convert their Pre-Existing Transmisson Agreementsto RTO West's
Transmisson Use Service. The number of these Pre- Exigting Transmisson Agreements ranges
from afew for some PTOs to hundreds for Bonneville. Pre-Exidting Trangmisson Agreement
converson will occur whenever apre-existing customer of a PTO wishes to establish a direct
scheduling rdaionship with RTO West, either by becoming a Scheduling Coordinator itself or
by sdlecting someone other than its PTO as its Scheduling Coordinator. Before contract
converson, the PTO will be the Scheduling Coordinator for the usage of dl rights a party may
have under an unconverted pre-existing agreement. A converting cusomer may not
subsequently return to the PTO and demand that the PTO reassume the responsibility of serving
asits Scheduling Coordinator. Designation of a PTO as a Scheduling Coordinator will only be
with the consent of the PTO after conversion occurs.

The process of converting Pre-Exiding Tranamisson Agreements involves executing a
suspens on agreement between the PTO and its customer, which will provide that transmisson
savicewill henceforth be provided by RTO West. In the event RTO West ceasesto exist or a
PTO withdraws, the origina agreement must be reingtated. Therefore, the Pre-Exiding
Transmission Agreement must be suspended rather than terminated. The suspension agreemernt
will establish ether the Trandfer Charge (for point-to-point services) or the charges under a
Company Rate (for network types of services) to be paid for RTO West Transmission Use
Service. Customer load growth will pay the appropriate Company Rate.r® The Transfer Charge
or Company Rate revenueswill be billed by RTO West and passed on to the PTO through the
Paying Agent™ to replace the contract revenues received by the PTO before contract conversion.
Asan RTO Wedt Transmission Customer, the converting customer will pay the Grid
Management Charge and the Company Rate or Transfer Charges as gpplicable, and it will be
responsible for Ancillary Services, losses, and congestion costs. Congestion hedges for both
internal and externd deliveries may be obtained through RTO West auctions of FTOs or by
converting Pre-Existing Transmission Agreement And Obligations ™

* In most cases, point-to-point types of contracts are for fixed amounts of demand, and network
types of contracts are billed on aload-ratio share of the transmission service provider’s cost for which the
Company Rateis aproxy. Hence, load growth likely falls under network-type agreements to which the
Company Rate would apply. In the event that a point-to-point contract has a flexible demand base which
includes load growth, the load growth would be billed by increasing the Transfer Charges.

4 See Attachment K, Paying Agent Agreement, for details.

> Converting customers’ options for converting the inherent congestion hedge of its Pre-Existing
Transmission Agreement and Obligations to an RTO West congestion hedge as described in
Attachment F, RTO West Congestion Management Proposal, Sections C.3.g and C.4.
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C.2.b Scheduling to Externa Interface Points.

Schedules of RTO West Transmission Customers to withdrawal pointsat RTO West's
externd interconnections will require Externd Interface Access. Externd Interface Accesswill
not be required for withdrawals scheduled by RTO West Transmisson Customers at interndl
interconnections. Interna interconnections are points where RTO West interconnects with a
nonparticipating entity whose electricad system interconnects only (1) with RTO West or (2) with
RTO West and another transmisson system(s) whose interconnections are completely within the
RTO Wes Transmission System, i.e, dectrica “idands’ within the RTO West “ ocean.”

Externd Interface Access may be obtained in two ways by a customer taking
Transmisson Use Service. Thefird option isto purchase Externd Interface Access from RTO
West by payment of the Externd Interface Access Fee. Externd Interface Accesswill be sold in
annua, monthly, weekly, daily, and hourly strips of reservations, with discounting for daily and
hourly strips (and perhaps longer sirips) as described in Section D.2.abelow. Externd Interface
Access may be resold to another RTO West Transmission Customer. External Interface Access
purchased at full price from RTO West will dso be portable to any Externd Interface Point.
Access purchased at a discount may aso be resold, but its use will be limited to the specific
Externd Interface Point to which the discount gpplied.

The second option for obtaining Externa Interface Accessis converson of a Pre-Exiding
Transmission Agreement that provides access to pointsin the transmisson system thet are
externd interconnections of RTO Wegt, i.e,, the listed Externd Interface Points. The converting
customer will pay a Transfer Charge to maintain these hitoricd rights. Externd Interface
Access obtained in thisway will be transferable to other parties, but its use will be limited to the
externa point(s) of interconnection identified in the Pre- Existing Transmisson Agreement from
whichitisderived. Externd Interface Accessis not congestion hedging.

C.3 Non-Conveted Transmisson Service.

Non-Converted Transmisson Service will be avallable only to PTOsfor use to satisfy
their responghilities for Pre-Exigting Transmisson Agreements And Obligations. These
repongbilities include honoring pre-exigting agreements and meeting load- service obligations
for State jurisdictiond retail service and pre-Order 888 bundled sdlesfor resde. Entities that do
not convert their Pre-Existing Transmisson Agreements to RTO West Transmission Service
have no direct relationship with RTO Wes; ingtead, the PTO obtains Transmisson Service from
RTO West and uses that service to mest its pre-RTO West contractud obligations.

The PTO taking NonConverted Transmission Service pays the Grid Management
Charge and is responsible for Ancillary Services, losses® and congestion costs as described in
the RTO West Tariff. The PTO recavestheright to schedule from and to points on the RTO

1® See Section D.2.f for adiscussion of loss recovery for RTO West.
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West Trangmission System in accordance with the Pre- Exigting Tranamisson Agreements And
Obligations. The PTO may not use NonConverted Transmission Serviceto offer any additiona
sarviceto its pre-existing customers beyond that provided for in the Pre-Exiding Transmisson
Agreements And Obligations. RTO West and the PTO will cataogue Pre-Exiding Transmisson
Agreements And Obligations to identify the set of CTRs associated with those rights.

Figure 3 — Collection of Revenue Requirements

PTO Tariffs and Agreements RTO West Tariff
s s S S == | L |
' 'GMC S |
I ME':| 1
1 _:_> |
\ PTO | +SCM RTO West [
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: A + , RRP = \ :
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: 1 $A (retail transmission component)
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2) $CM = Congestion Management Charges (uncovered and FTO purchases)

3) RRP (Replacement Revenue Pool) = Allocator * [$E + $CMS], where
$E = External I nterface Fees and $CM = Congestion Management Surplus

Under NonConverted Transmission Service, the PTO does not make an explicit payment
to RTO West for the service provided to satisfy Non-Converted Transmission Agreements.
Instead, the PTO contributes it assets to RTO West,” which RTO West then usesin combination
with the facilities of dl PTOs to provide Transmisson Service under the RTO West Taiff. The
PTO recovers the revenue requirements of its transmission facilities from severa sources as
shown in Figure 3 above.®® It continues to collect atransmission-cost component in bundled

' The contribution to the embedded cost of facilities takes place through the Transmission
Operating Agreement. See the Filing Letter and Attachment A, Transmission Operating Agreement, for a
detailed discussion of the facilities included within RTO West for pricing and transmission access.

'® Figure 3 assumes that Replacement Revenue Pool is equal to the Revenue Recovery Target
with only Externd Interface Access Fees and the congestion management surplus going into the pool. If
the revenue backstop is triggered, additiona charges would be shown. See Section D.2 for further
discussion.
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retail rates and wholesde rates. 1t will also continue to collect the revenues from Non-Converted
Transmission Agreements®® RTO West will bill both Non-Converted Transmission Service and
Transmisson Use Service Customers for the Grid Management Charge. Payments for RTO
West Tranamission Service are made to the Paying Agent, who distributes funds recelved as
ingtructed. The PTO receives an dlocated share of the Replacement Revenue Poal to replace
revenues from short-term, nonfirm, and expired long-term services provided before RTO West
formation. RTO West receives the Grid Management Charge collections from dl RTO West
Trangmisson Customers.

C.4 Rdail Direct Access Implications.

Direct retall accessisor will be availablein some States. Like other Pre-Exiging
Transmisson Agreements And Obligations, direct- access cusomers of PTOs may maintain their
exigting contractua arrangements or, if permitted by State law or voluntarily by the PTO
congstent with State law, they may choose to become RTO West Transmission Customers and
take Transmisson Use Sarvice. Likedl otherstaking Transmisson Use Service, they will be
able to schedule from any resources to serve their load. As RTO West Transmission Customers,
they must pay the gppropriate Company Rate to cover their full load as they would have done
before becoming an RTO West Transmission Customer. The direct access customer mugt ether
become a Scheduling Coordinator or acquire the services of another authorized Scheduling
Coordinator in order to take Transmission Use Service.

There will be no further RTO West access charges for transmission service, but the other
provisions of the RTO West Tariff—Grid Management Charge, Ancillary Service, losses, and
congestion costs—will apply. Congestion hedges will be obtained in the same manner described
above for dl Transmisson Use Service cusomers.

D. Transmission Service Charges— Detailed Description.

D.1 Company Rates and Transfer Charges.

The effective rate paid by a PTO for service to its native load (retail and wholesdle
requirements customers) is called the Company Rate, and it is dso the rate paid by customers
with Pre-Exiging Transmisson Agreements for network-type serviceif they convert to
Transmisson Use Service. The Company Rate is akey feature of the RTO West pricing system
designed to minimize cogt shifts. The Company Rate is calculated based on eech PTO's
embedded cost of providing service, asfollows.

% Under the provisions of the Transmission Operating Agreement, the PTO may designate RTO
West asits billing agent and have the revenues from Pre-Existing Transmission Agreements remitted to
the Paying Agent.
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[ (Company Costs)
Company + (Transfer Charges)
— (Revenue from Non-Converted Transmission Agreements)

Rate= < + (Costs of Non-Converted Transmission Agreements) | ~
Company Load
- Billing Determinants /
s N

[ £ (Transmission Facility Cost Sharing Payments)
— (Allocated Merchant Function External Interface Access Fee
Revenue—if applicable)
+ _< — (Replacement Revenue Pool Allocation) >
+ (TOA Costs Allocation) ]

PTO Interconnected Load
§ Billing Determinants

7

Each of the terms s described below, dong with other issues related to calculation of the
Company Rate.

Company Load Billing Deter minants

The Company Rate is paid by the Company Load, which includes the native load of the
Investor Owned Utilities and any converted network-type load. It is expected that the Company
Billing Determinants will be based on monthly coincidenta pesks (12 CP):

Customer Billing Determinant
Load Service Obligations and native load 12 CPtotd load
(converted or nonconverted)
Converted network-type contracts 12 CP network load

Company Costs

Company Costs are the total revenue requirements for aforward two-year test period for
each PTO'stransmisson facilities as described in the TOA. The use of atwo-year test period is
necessary to alow synchronization of ratemaking practices between the federal power-marketing
agencies and the FERC jurisdictiond utilities. Without this provision, a potential recovery
inequity is created among the PTOs. The Company Costs are recovered from four sources:

Company Reate payments

Revenue from NonConverted Transmisson Agreements
Revenue from net Transfer Charges

Allocations of the Revenue Replacement Pool
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Transmission Facility Cost Sharing Payments

These payments recover the cost of new facilities built after RTO West formation by one
PTO whose costs are to be alocated to other PTOS Company Rates, either by mutual agreement
of the parties or because RTO West determined under its planning and expangon authority that
cogts should be dlocated to dl parties that benefit from the new facilities.

Revenue from Non-Converted Transmission Agreements

Transmission Customers that do not convert their Pre- Exigting Transmisson Agreements
to RTO West Transmisson Use Service will continue to pay for transmission based on the
tranamission rate of their PTO provider as provided by those agreements. The revenues received
by the PTOs are credited in the Company Rate calculation. The PTO will take service from RTO
West under Non-Converted Transmission Service in order to meet its respongibilitiesto its pre-
exising customers. The PTO pays the Grid Management Charge and is responsible for
Andllary Services and losses for the Pre- Existing Transmisson Agreements, but makes no
explicit payment to RTO West for transmission service as described in Section C.3 above.

Transfer Charges:

When Pre-Exiging Transmission Agreements are converted to RTO West Tranamission
Use Service, Transfer Charges replace the payments under the PTO’ stransmission rates.
Transfer Charges received are credited in the calculation of the Company Reate.

Costs of Non-Converted Transmission Agreements

Currently, FERC does not alow transmission purchased from othersto beincluded in a
transmission provider’ stransmission rates. It is booked as a power cost to be recovered from
power customers. However, as part of the dimination of pancaking, third-party transmisson
costs may be included in Company Rates. These transmission purchases are currently almost
aways pancaked with the transmisson provider’s own transmission cogts in power sales prices.

In RTO Wedt, these third-party transmission costs can take two forms: (1) payments for
NontConverted Transmission Agreements paid a arate in the PTO provider’ s transmission rate
contained in those agreements and (2) “paid to” Transfer Charges for Converted Pre-Exiging
Transmisson Agreements. Both Transfer Charge costs (paid to) and Non-Converted
Transmisson Agreement payments are includable in Company Rates.

However, there may be some “paid to” transfer payments or nonconverted contract costs
that should not be included in the Company Rate but rather should continue to be charged to the
PTO merchant (an example would be atransfer payment based on a contract of an unregulated
affiliated merchant). For these cases, the PTO can include an internd “received from” transfer
payment from its merchant to offset the “paid to” transfer payment in the Company Rate
cdculation.
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Allocated Merchant Function External Interface Access Fee Revenue:

These revenues are credited to the Participating Transmission Owner for its merchant
function’s use of Externd Interface Points located on the facilities owned by a Participating
Transmission Owner (see Section D.2.e below for further discussion).

TOA Costs Allocation:

The RTO West TOA provides for some costs to be spread over all RTO West loads. Not
al loads pay the Company Rate, 0 RTO West needs a more inclusive load definition, called
“PTO Interconnected Load.” PTO Interconnected Load is the load interconnected to each PTO's
Electric System, except that Genera Transfer Agreements® loads are PTO Loads of the PTO
that has traditiondly supplied power to thoseloads. Tota PTO Interconnected Load Billing
Determinants depend on the transmission service the customer used to service its load before
RTO Wes formation and whether the customer has converted that service to Transmisson Use
Service shown below. TOA Costs are dlocated among the PTOs based on the PTO
Interconnected Load Billing Determinants. Once TOA Costs have been dlocated to a particular
PTO, those costs are spread over the PTO’s PTO Interconnected Load Billing Determinants, as
defined above. The PTO does not establish arate for service to new loads, so the allocated costs
associated with the new load portion of the Company Load Billing Determinants must be
recovered from the PTO’ s dlocation of the Replacement Revenue Pool. The portion of the costs
to be included in Company Rates are cdled “Company Costs” and are equd to the ratio of the
PTO's LSO/native load plus converted network load divided by the PTO’s Company Billing
Determinants.

%0 General Transfer Agreements are Pre-Existing Transmission Agreements that provide for
transmission to loads of one PTO that are located within the pre-RTO West control areas of another PTO.
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PTO Interconnected Load Billing Determinants

Customer/L oad serving arrangement Billing Determinant
LSO/nétive load

(converted or nonconverted) 12 CPtotal load
Non-Converted Transmisson Agreements

Network contracts 12 CP network load

Point-to-point/pre-Order 888 Contract demand Contract demand
Converted Pre-Exiding Tranamisson Agreement

Network contracts 12 CP network load

Point-to- point/pre-888 Order Contract demand Contract demand
New Service 12 CPtota load

D.2 Replacement Revenue Pool.

As discussed above, the dimination of pancaked transmission rates within the RTO West
Transmission System cregtes arevenue shortfal. The Stage 2 Pricing Proposd establishesa
Replacement Revenue Pool from which alocations will be made to PTOs to compensate for the
loss of revenues from the dimination of nonfirm and short-term firm charges at RTO West
formation and from the lass of revenues from pre-existing long-term transmission agreements
that expire during the Company Rate Period. The Revenue Replacement Pool will be made up
of revenues collected from three sources. (1) revenues from Externd Interface Access Fees,

(2) the surplus revenue from the congestion management system, and (3) revenues from the
Backstop Recovery Mechanism if necessary to correct a sustained undercollection of the
Revenue Recovery Target using only the first two sources.

D.2.a TheExternd Interface Access Fee.

As described above, Externa Interface Access will be required for schedules using
withdrawd points at externd interconnection points and may be obtained either by paying a
Transfer Charge associated with conversion of a Pre-Existing Transmisson Agreement or by
paying RTO West the Externd Interface Access Fee. The Externd Interface Access Fee will be
caculated based on the average cost of the RTO West Transmisson System, i.e., asysemwide
“postage tamp” rate. Using the annud rate, monthly, weekly, daily, and hourly rates will be
caculated

' The method for calculation of the External Interface Access Fee and an example of rates are
shown in Attachment 1, Transmission Operating Agreement, Exhibit .
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RTO Wedt's god, with regard to the Replacement Revenue Pool, will be to manage the
combined revenue from Externd Interface Access Fees and from congestion management
surpluses to collect the full Revenue Recovery Target and to avoid triggering the Backstop
Recovery Mechanism. In so doing, RTO West will enable the PTOs to recover their
transmission revenue requirements. The Externd Interface Access Fee will be a*not to exceed”
rate, discountable by RTO West for hourly, daily, and longer periods. RTO West will discount
to aleve it deems gppropriate to maximize revenue. Asin the Order 888 Open Access
Transmission Tariff, discounts will apply to dl transactions a a given Externd Interface Point
for agiven time period; however, discounts at one interconnection do not require discounting at
other Externd Interface Points, nor does discounting in one hour of aday require discounting for
al hours of the day or of the daily rete.

D.2.b Surplus Congestion Management Revenues.

The RTO West congestion management system is expected to produce a net surplusfrom
its operations. RTO West will redlize pogitive net revenues whenever it makes a sde of
unencumbered capacity, either explicitly through auctions of FTOs or implicitly through
congestion charges incurred by uncovered schedules. Inreleasng FTOs, RTO West will
exerciseits judgment regarding the available system capacity for agiven time period as
described in the Congestion Management Proposal. During actua operations, RTO West may
overcollect or undercollect in agiven hour, depending on operating transfer capability, the
number of outstanding FTOs, congestion charges collected from uncovered schedules, and the
cost of any redispatch required to baance the system. Thefiling utilities believe that RTO West
will redize positive net revenues when the auction revenues are added to the overcollections and
undercollections from hourly congestion clearing activities. These surplus revenues represent a
contribution to fixed-cost recovery that can be used to mitigate the loss of revenues due to
dimination of pancaking within RTO West.

D.2.c Revenue Recovery Target.

The Revenue Recovery Target will be afixed dollar amount equd to the average of
nonfirm and short-term revenues collected by the PTOs for a set of reference years, beginning
with 1999 and running until the last full calendar year that immediately precedes RTO West's
commencement of operations. The Revenue Recovery Target will be adjusted for revenues lost
asaresult of long-term contracts expiring during the Company Rate Period. ?2 The adjustment
will be equd to the revenue from the expiring contract during the last year of the Reference
Period. A complete year of revenue from an agreement will beincluded asthe last full caendar
year revenue if the agreement had a service commencement date after January 1 in the last year
of the Reference Period or in any year following the last year of the Reference Period. A PTO’'s
chargesto itsinterna merchant during the Reference Period will not be included in the target
cdculation.

2 After RTO West commences operation, PTOs will be providing no new transmission service
and hence making no new long-term sales.
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D.2.d Backstop Recovery Mechanism.

Although thefiling utilities believe that the combination of Externd Interface Access
Fees and the surplus revenues from the congestion management system will meet the Revenue
Recovery Target, the proof of this conclusion can come only after RTO West isin operation.
For ingtance, if market prices are low and additiona transmission is built, the congestion
management surplus revenues may be less than expected. Similarly, alow water year with
additional construction of new thermal resources in California or the desert Southwest may drop
exports from the Pacific Northwest to other parts of the Western Interconnection. To address
this undercollection contingency, the Stage 2 Pricing Proposa establishes parameters that would
trigger the creation of additiond chargesby RTO West or modifications to its pricing policies if
it is necessary to correct a chronic undercollection of the Revenue Recovery Target.

In consdering a backstop mechaniam for collecting the Revenue Recovery Target, the
filing utilities concluded that the Backstop Recovery Mechanism should be triggered only by a
large deviaion or by acumulative under- or overcollection over time. In any given year, the
Annud Recovery Differentiad will be equd to the annud collections by the Replacement
Revenue Pool minus the Revenue Recovery Target. RTO West will dlocate annud revenues
from the Replacement Revenue Pool as described in Section D.2.e below.

The Backstop Recovery Mechanism will be triggered by underrecovery, if the cumulative
sum of the Annua Recovery Differentiasis negative and the absolute value of the cumulative
sum exceeds the difference between the lowest annua short-term and nonfirm revenue in the
Reference Period and the average annud short-term and nonfirm revenue in the Reference
Period. Once triggered by underrecovery, RTO West will be responsible for developing a set of
additiond charges or modifications to its pricing policies to correct the cumulative shortfal and
recover the Revenue Recovery Target on a prospective basis. 1n establishing charges, RTO West
will determine the potentia cause of the shortfal and design the new chargesto aign cause and
effect if possible. For inslance, RTO West might find that underrecovery is duein part to the
fact that increasing load is reducing available system capacity, resulting in reduced MW of FTO
sdes. Inthat case, apro rata share of the shortfal could be alocated to the loads whose growth
has contributed to the reduction in revenues flowing to the Replacement Revenue Poal (or,
dternatively, reducing the pool alocation for aPTO to achieve the same effect). Other
possihilities for causd relationships may exi<t, such as a change in usage by an affiliated
merchant. However, it isaso possible that RTO West may be unable to trace the shortfal to any
magjor cause or et of causes, in which case amore generd charge may be required. For
example, RTO West could indtitute a charge to obtain aright to schedule for those market
participants not making an equitable contribution to the fixed codts of the system. The actua
design and application of the Backstop Cost Recovery Fee will be left to RTO West if the
backstop mechanism istriggered. RTO West will prepare a proposal for consideration and
discussion by stakeholders and will fileits fina proposa with FERC for approvd as a proposed
change to the RTO West Taiff.
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Given the uncertainty of moving to a new pricing system, it is possible that the Revenue
Replacement Pool may result in a sustained overcollection of the Revenue Recovery Target. The
Backstop Recovery Mechanism will be triggered by overrecovery, if the cumulative sum of the
Annua Recovery Differentids is postive and the cumulative sum exceeds the difference
between the highest annua short-term and nonfirm revenue in the Reference Period and the
average annud short-term and nonfirm revenue in the Reference Period. As with underrecovery,
RTO West will propose an gppropriate mechanism for adjusting the balances in the Replacement
Revenue Pool—for instance, using a portion of the Replacement Revenue Pool to lower the Grid
Management Charge, reducing Externd Interface Access Fees, or holding reserve to cover future
shortfdlsif asngle large year triggers the Backstop Recovery Mechanism.

D.2.e Allocating the Replacement Revenue Poal.

The revenues collected through External Interface Access Fees, congestion management
aurpluses, and, if triggered, fees from the Backstop Recovery Mechanism will flow into the
Replacement Revenue Pool for alocation to the PTOs by RTO West. These revenues are to be
alocated among the PTOs and used to reduce the PTOS respective revenue requirements. This
alocation of revenuesis designed to replace the revenues that would have been received from
the sale of short-term and nonfirm transmission service under pre-RTO West tariffs. Itisaso
designed to replace revenue lost because of the expiration of long-term Pre-Exiging
Trangmission Agreements during the Company Reate Period as described in Section D.2.c above.

Each year, RTO West will dlocate the annud collections flowing into the Replacement
Recovery Pool. The over- and undercollections therefore flow through to the PTOs. If the
Backstop Recovery Mechanism istriggered by an underrecovery, the additiona charges put in
place by RTO West will raise the funds available for the subsequent annud alocation of the
Replacement Revenue Pool to make up for the cumulative undercollection. If the Backstop
Recovery Mechanismis triggered by overrecovery, the adjustments to rates made by RTO West
will reduce the amount available for dlocation of the Replacement Revenue Poal in future years.
In either case, RTO West will adjust the gppropriate componentsin its tariff to diminate the
accumulated over- undercollection balance and collect the Revenue Recovery Target on a
prospective basis.

As noted above, calculation of the Revenue Recovery Target does not include revenues
from affiliated merchants of PTOs. This lowers the Revenue Recovery Target; however, for
symmetrica treatment, future usage by affiliated merchants should be directly credited againgt a
PTO' stransmission costs to lower its Company Rate. For this reason, when aPTO' s afiliated
merchant uses Externd Interface Access a an Externd Interface Point located on the facilities
owned by aPTO, the Externd Interface Access Fee will not go into the Replacement Revenue
Pool, but instead will be credited directly to the PTO to lower its Company Rate.

D.2f Recovery of transmisson system |losses.

Before commencement of operations, RTO West will develop aloss-recovery mechanism
that will be applied to Transmisson Use Service, both converted service and new service. The
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Pre-Exiging Transmission Agreements And Obligations have embedded within them contract
lossfactors. In most cases, the losses are provided in-kind to the PTO and they do not vary with
time periods. Until these Pre-Exigting Tranamisson Agreements And Obligations are

voluntarily converted, the PTOs will continue to collect losses using the loss rates applicable to
each Pre-Exigting Transmisson Agreements And Obligations. The losses collected under the
Pre-Exiging Transmission Agreements And Obligations by the PTOs will be provided to RTO
West, who will use the energy provided within the overal loss-recovery mechanism.

D.3  Grid Management Charge.

The Grid Management Charge is aformula rate designed to recover RTO West's
adminigrative and operating cogts, including the start-up and development costsincurred in
establishing RTO West. The Grid M aqa%ement Charge will be a dollar- per-megaweit-hour
(¥MWh) charge levied on al schedules®® submitted to RTO West by an RTO West
Transmisson Customer.

* When RTO West accepts incremental or decremental bids submitted by an RTO West
Transmission Customer for congestion clearing, energy imbalance, or other RTO West system regulation
and control function, the resulting changes in dispatch made by RTO West are not considered schedules
submitted by the RTO West Transmission Customer and the Grid Management Charge is not charged.

Page 24 RTO WEST PRICING PROPOSAL
ATTACHMENT E1
RTO WEST STAGE 2 FILING —RT01-35



